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In the spring of 2008, the Zitter Group conducted a
large national study of the insurer–employer rela-
tionship to understand how these 2 stakeholders

interact in the creation of healthcare benefit design.
The 2-arm study consisted of concurrent web-based
quantitative surveys with commercial managed care
executives, large employers, and major employer bene-
fits consultants.1 It was designed to provide a richly
detailed snapshot of trends in employer-sponsored
healthcare coverage. Despite having varying ideas on
specific healthcare benefit design strategies, employers
and insurers assign similar weights to the importance of
cost, quality, and access when making benefit design
decisions.1,2 For both groups, the importance assigned to
cost is 1.5 times higher in value than healthcare access
or healthcare quality.1 Throughout the survey, both
groups cited access and quality concerns, but in the
current environment of steadily rising cost growth, the
importance assigned to cost takes on an even greater
significance. The survey results were summarized in the
February/March issue of this journal.1 The present arti-

cle is a follow-up to that article, and its goal is to place
those survey results in the context of increased patient
cost-sharing, a weak US economy, and the poor health
habits that are characteristic of many segments of the
American population.

According to the data from the Benefit Design Index,
in the absence of clear alternatives to traditional ben-
efit designs, cost-shifting to patients through increases
in copayments, deductibles, and premiums remains the
primary cost-containment strategy used by employers
and insurers. More than half of employers and three
quarters of insurers have increased their premiums and
deductibles between June 2007 and June 2008.1 Fur-
thermore, two thirds of insurers and half of employers
do not believe that the recent slowing growth rate of
premiums is sustainable and, as a result, expect to
increase all forms of patient cost-sharing.1 However,
employers remain aware of the dangers of passing too
many costs to employees; high out-of-pocket costs can
translate into reduced adherence to medical treat-
ments and, ultimately, deteriorating employee health
and productivity.1,2

In 2003, 30% of employees reported having a chron-
ic health condition.3 That rate was likely to be even
higher in 2008.4 The American Hospital Association
reported that approximately 69 million workers took 1
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or more sick days in 2003, totaling 407 million lost work
days.3 In addition, 50% of employees reported being dis-
tracted at work by health concerns, reducing their pro-
ductivity.3 Although absenteeism and lost productivity
cost estimates vary widely, it is likely that they cost US
businesses several million dollars a year.5,6 Combine the
burdens of high employer healthcare costs, deteriorating
employee health, and a weak US economy, and you
have the ingredients for a “perfect storm”—one that is
likely to lead to an insurance “death spiral,” from which
we may not be able to recover.

Weakness of Cost-Shifting as a Cost-Control Strategy
The cost-shifting strategy has several important weak-
nesses, some of which remain only partially under-
stood. The seminal cost-sharing research was that of
the RAND’s Health Insurance Experiment (HIE),7

which began in 1971 and continued for 15 years. This
multimillion-dollar research was funded by the
Department of Health and Human Services and was
designed to answer 2 key questions7:
• How much more medical care will people use if it is

provided free of charge?
• What are the consequences for their health?

Economics teaches us that when the prices of serv-
ices rise, demand falls. It is therefore not surprising that
the RAND’s HIE results indicated that increased
patient cost-sharing decreased utilization of health
services.8,9 The reasons for this are not fully understood,
but it is clear that cost-shifting is a blunt instrument,
with the reduction in utilization occurring for neces-
sary as well as unnecessary services.

This problem is most pronounced in low-income
families (ie, the “working poor”). Household resources
are finite, and the financial resources available for
health expenditures will be increased or reduced as
other outlays—such as energy or food—rise or fall.
Therefore, it is expected that increases in the cost of
necessary items, such as food or energy, will limit the
share of resources available for healthcare expendi-
tures. This was confirmed by the RAND’s HIE, which
showed that poorer participants in the study had worse
health outcomes.10

Results of another study, by Goldman and col-
leagues, have shown that increased cost-sharing in one
area can lead to reductions in use for other products
and services, with potentially negative consequences
for health outcomes.11 The more ill patients are, the
more therapies or healthcare services they consume.
Therefore, the patients most affected by increased cost-
sharing are those whom society can least afford to

reduce their consumption of medically necessary care.
The problem of poor health outcomes becomes only
larger as more time passes; as patients forgo needed
care, the risk of serious clinical consequences increases.

Underinsured and uninsured adults report access
and medical bill problems at remarkably similar rates.
In 2007, an estimated 25 million American adults
(aged 19-64 years) were underinsured, a 60% increase
from 2003.12 According to an analysis by the
Commonwealth Fund, cost-shifting to the member (or
employee) has exacerbated the underinsurance phe-
nomenon. Premiums consume 5% or more of family
income for 41% of underinsured Americans; they con-
sume 10% or more of family income for 19%.12

As reported by the Center for Studying Health
System Change, underinsured as well as uninsured status
undermines optimal care-seeking behavior.4 For the 59
million Americans reporting healthcare access prob-
lems, cost was the most frequently cited obstacle to care.

KEY POINTS
� Employes and insurers assign a 1.5 greater value to

healthcare costs than to access or quality of care.
� Cost-shifting to patients through rising

copayments, deductibles, and premiums remains
the main cost-containment strategy used by
employers and insurers.

� More than 50% of employers and 75% of insurers
increased their premiums and deductibles from
June 2007 to June 2008.

� The RAND’s Health Insurance Experiment and
other studies indicate that increased patient cost-
sharing decreases utilization of health services. Not
surprisingly, poor participants in the RAND study
also had worse health outcomes.

� Despite 2 new benefit design trends—consumer-
directed health plans and value-based benefit
designs—the marketplace is not moving toward this
type of innovation and remains focused on cost.

� Willingness to pay is used as a measure of the value
of a particular healthcare service, but this is
misleading, because willingness to pay depends on
one’s income or ability to pay, not necessarily on
the value of the service.

� Restructuring the healthcare system must focus on
paying for disease prevention rather than for each
sickness episode. Prevention is key to moving past
the failed policies of shifting costs to patients and
perpetuating poor health.



In 2007, 69% of people who went without or delayed
needed care cited worries about cost, a 3.8% increase
from 2003.4 But results from the Benefit Design Index
indicate that the rate of underinsured Americans is like-
ly to continue to climb, reflecting likely increases in pre-
miums, deductibles, and coinsurance.1,2

It must be understood that rising healthcare cost-
sharing comes at the expense of wages. Under our cur-
rent healthcare system, employers pay premiums to
health insurance companies, who in turn pay for care.
This has the effect of insulating employers as well as
employees from the direct cost of healthcare. As a
result, employers adjust to rising healthcare premiums
by either reducing employee wages or by shifting high-
er premium costs to employees. In the current econom-
ic climate, employee wages have remained relatively
flat, further moving healthcare out of reach for many
Americans (Figure 1).13

A key concept in the debate is “willingness to pay”
(WTP), which indicates how much a consumer is able
or willing to pay for a product. Although it is used as a

measure of value of a particular healthcare service, WTP
is a misleading measure of value, because it depends on
the consumer’s income. For products and services with
high intrinsic value, a lack of sufficient income leads to
a misleadingly small WTP.14 Nevertheless, the literature
on WTP does not seem widely believed by either insur-
ers or employers.14,15 According to the Benefit Design
Index, both groups estimate that cost-sharing burdens for
prescription drugs must be significant—in excess of
$35—before utilization patterns change, or demand for
necessary care begins to fall.2 This $35 estimate signifi-
cantly overstates a patient’s WTP, as reported in the
health economic literature,15 with negative implications
for plan design and downstream behavior. Insurers and
employers seem to be ignoring the research on WTP as
a way to justify continuing to shift costs to patients. As
more costs are shifted, patients become less able to afford
needed medical care.

This becomes especially troubling when considering
sick patients. It is well established in the literature that
for certain chronic conditions, forgoing early treatment
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will lead to progressively poorer outcomes. Diabetes,
elevated cholesterol levels, and hypertension are gen-
erally conditions treated with a combination of phar-
macologic and lifestyle modifications, such as diet and
exercise—relatively low-cost treatment methods. In
many cases, these lower-cost treatments have been
shown to reduce or delay later medical costs.16-18

However, in the face of increased cost-sharing,
patients forgo necessary treatment.19-21 Furthermore,
some early experiments in innovative plan designs
reduce cost-sharing for treatments deemed valuable,
such as medications for diabetes.22 These experiments
seem to indicate that these more sophisticated benefit
designs can actually improve compliance and down-
the-line healthcare outcomes.22

Goldman and colleagues found that doubling the
copayment of tier-2 drugs from $6.31 for generics and
$12.62 for preferred brands to $12.62 and $25.70,
respectively, reduced utilization of drugs for chronic
diseases that stall disease progression—such as anti-
hyperlipidemics, antihypertensives, antidiabetics—as
well as drugs that treat symptoms or intermittent con-
ditions, such as nonsteroidal antiinflammatory drugs
(NSAIDs) and antihistamines. The largest decreases oc-
curred in NSAIDs (45%) and antihistamines (44%),
but all drug classes were affected (Figure 2).11 The cost-
sharing levels studied for generics and preferred brands
were well below the $35 limit widely believed necessary
by insurers and employers,1 as mentioned earlier.

Although the relationship between increased
patient cost-sharing and underutilization of necessary

medical care has been well documented, there is a lack
of longitudinal data that measure the long-term cost
implications that may be related to forgoing needed
care because of increased cost-sharing. It is reasonable
to postulate that if patients are forgoing needed med-
ical care, and if treating chronic conditions early on is
cheaper than treating them later—then over the long-
term healthcare costs for these individuals will increase
as their disease worsens, and forgoing care can no
longer be an option. To our knowledge, no studies have
followed patients over the long-term and documented
the long-term impact on healthcare costs.

In addition, little work has been done to study the
link between increasing medical spending and the
impact on health outcomes. If increased cost-sharing
negatively affects health outcomes, we would expect
the opposite to be true: decreased patient cost-sharing
should improve health outcomes. Martin and collegues
developed a theoretical model to study this question.
The model was based on data from the British health-
care system. By adjusting for the relative healthcare
needs of the studied population, Martin and colleagues
showed (in a theoretical model) that increased expen-
diture by the government (and therefore decreased lev-
els of patient cost-sharing) would be associated with
fewer deaths.23 How does this fit with the traditional
view of health insurance economics?

Moral Hazard and Health Insurance
Traditional health insurance economics rests on spe-

cific assumptions about the impact of insured status on

Reprinted with permission from JAMA. 2004;291:2344-2350. Copyright © 2004 American Medical Association. All rights reserved.
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individual behavior. Since the late 1960s, economists
have suggested that because health insurance lowers
the price of healthcare to consumers but leaves its costs
unchanged, the additional care consumed by insured
persons is inefficient.11 The term moral hazard is used to
describe situations in which an individual does not
bear the full consequences of his or her actions and,
therefore, has a tendency to act less carefully than he or
she otherwise would.14 Economists assume that reduced
prices will generate excess or inefficient utilization by
increasing demand for products and services with lim-
ited benefits, citing cosmetic procedures and prescrip-
tion sunglasses as examples. In other words, insured
people will automatically consume more healthcare
services, even if those services are not necessary. Cost-
sharing represents an attempt to offset the theorized
effects of moral hazard.14

However, accumulating clinical evidence24-28 presents
an increasingly stark contrast to economic theory.
Nyman suggests that health insurance actually repre-
sents an income transfer from the healthy to the sick,
facilitating the consumption of products and services
that would otherwise be unaffordable.14 As a conse-
quence, the moral hazard associated with insurance—
the changes in behavior that result from being
insured—consists primarily of patients seeking standard
treatments for common diseases. This reinforces the fact
that although higher cost-sharing burdens may reduce
healthcare expenditures, there is no way to ensure that
only inappropriate utilization will be so affected. In fact,
Martin and colleagues demonstrated that the opposite is
true.23 Increased health spending by the British govern-
ment that limits the individual’s financial burden would
reduce systemic healthcare costs because of the better
health of the average citizen.23

Innovations in Benefit Design
Current efforts at healthcare reform have resulted in

2 new benefit design trends—consumer-directed health
plans (CDHPs) and value-based benefit designs
(VBBDs). CDHPs are benefit designs that consist of

tax-advantaged health savings accounts, coupled with
high-deductible health plans.29 Theoretically, CDHPs
should make patients become savvy buyers of health-
care services by shopping for the best “deal” of any
needed healthcare expenses. However, there is consid-
erable debate regarding whether CDHPs may result in
increased costs related to increasingly poor health out-
comes as patients forgo needed medical care.29

Experts express concern that many patients do not
have the understanding necessary to make discretionary
decisions regarding healthcare decisions. Furthermore,
for a CDHP design to be successful, patients must have
access to cost and quality data, which are generally not
available for most healthcare providers.30

According to the Benefit Design Index, there is a sig-
nificant difference in the rate of adopting CDHPs
between insurers and employers. Whereas the majority
of insurers (61.2%) have adopted such plans, only a
minority of employers (24.1%) have done so.2 Employ-
ers continue to express concern regarding down-the-
line healthcare costs and CDHPs.2 However, the cur-
rent economic climate may force more employers into
a situation in which they must choose between adopt-
ing a CDHP or offering no health benefits. CDHPs are
also a more sophisticated form of increasing patient
cost-sharing. Without the tools, education, and infor-
mation that will turn the average healthcare consumer
into a sophisticated buyer of health services, it is likely
that many patients will default to making these deci-
sions based on cost rather than true valuation of care.

Because CDHPs are a relatively new benefit phe-
nomenon, there is a dearth of published data on the
long-term health outcomes of patients enrolled in
CDHPs. Mark Snyder, Director of Health, Wellness
and Benefits, Owens Corning Corporation, presented
longitudinal healthcare outcomes from his company’s
CDHP program, at the February 2009 Employer Health
and Human Capital Congress.31 Mr Snyder reported
that Owens Corning has had 71% of its employees
enrolled in a CDHP benefit-design program since
2004. The company has found that the CDHP popula-
tion performs similarly to its preferred provider organi-
zation (PPO) population in metrics such as office visits,
emergency department visits, cervical and colon cancer
screenings, mammograms, and cholesterol levels.
However, Mr Snyder acknowledged that neither the
PPO nor the CDHP groups performed well on any
health measure. The company did report a significant
dip in preventive care in 2004-2005. To compensate for
that, Owens Corning added a rider to cover all preven-
tive care at 100%. Mr Snyder also reported that

Although higher cost-sharing burdens may
reduce healthcare expenditures, there is no way
to ensure that only inappropriate utilization will
be so affected. In fact, Martin and colleagues
demonstrated that the opposite is true.
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although the company realized significant savings in
2004, 2005, and 2006, it is now tracking with industry
averages for costs.31

As often happens with health interventions, Owens
Corning may now be seeing a regression to the mean32

in its benefit costs and, therefore, has not realized any
true success with its CDHP program. Furthermore, Mr
Snyder acknowledged that the results presented were
not statistically robust, because Owens Corning does
not have access to all data streams or the resources for a
full analysis. This presentation highlights a warning sig-
nal for CDHPs—without access to all data and the
resources to analyze that data, employers cannot be cer-
tain whether employees’ health may be declining under
CDHP benefit designs. By the time Owens Corning and
other employers with this type of benefit design have
the answer to that question, it may be too late, because
employees’ health may have deteriorated too far to
implement lower-cost preventive measures.

VBBD is a second recent innovation in benefit
design. VBBDs are benefit designs that lower patient
cost-sharing for healthcare services that are deemed
valuable in preventing long-term health complications
such as annual physicals or medications for diabetic
patients.33 VBBDs are an attempt to correct the prob-
lems of moral hazard. Using cost-sharing becomes a
tool to promote informed healthcare decisions by
patients. Patients are encouraged to use services that
may prevent high-cost conditions, such as cancer or
diabetes, as well as remain adherent to treatments for
chronic conditions.34

Early data on VBBDs have shown that if implement-
ed properly, they can be successful35; however, they
require an upfront investment that many employers
may not be able to afford in the current economy.
Often, it takes 2 to 3 years to see a return on that invest-
ment,36 too long for employers struggling to stay afloat in
a poor economy. Insurers remain reluctant to invest in
VBBDs when their customers are not buying them. As
a result, the marketplace is not moving in the direction
of innovation but rather is staying focused on cost.

Impact on the Insurance Risk Pool
Another consideration in this debate is the impact

cost-sharing may have on the insurance risk pool.
Health insurance relies on the assumption that the
majority of those insured would have limited utilization
of medical services. The premiums paid by healthy
members offset the medical costs of the sick members,
making health insurance affordable for all insured.37

As healthcare costs continue to skyrocket, we must

consider the viability of the third-party payer system in
the United States. Increasing premiums have a direct
link to the number of uninsured and underinsured,
with the largest impact on low-income families.37-39 As
more and more Americans are forced to choose
between health insurance and other necessities (eg,
food and housing), the insured risk pool will decrease.
This may lead to a situation in which we do not have
enough healthy insured people in the risk pool to offset
the costs of the sick members, which will result in fur-
ther increases in premiums and will force more indi-
viduals to forgo health insurance.40

Cost-Shifting: A Double-Edged Instrument
Payers and employers agree that growth in health-

care costs is inevitable. At the same time, further cost-
shifting to individuals is unsustainable. Increasing cost-
sharing is a blunt instrument: although it may reduce
utilization of care that is not medically necessary, it may
also result in individuals forgoing necessary care that
may prevent healthcare complications down the line.
Increases in deductibles will lead to an overall decrease
in optimal care-seeking behavior, as families juggle
healthcare costs with rising prices and stagnating wages.

Continued increases in premiums will have detri-
mental effects on the health insurance risk pool:
younger, healthier individuals will be priced out of the
market, leaving sicker, older individuals in the pool,
thereby leading to an insurance “death spiral” that may
be hard to recover from.

Most notably, costs continue to grow dramatically,
and American health outcomes do not compare favor-
ably with those in other developed countries,41 suggest-
ing the broad failure of the strategy. Further analysis of
the RAND’s HIE data showed that, “If, as is widely
believed, cost increases are driven by treatment
expense and new technologies, cost-sharing can con-
tribute to reducing costs at each point in time but may
have little effect on the overall rate of cost growth.”7

Despite accumulating evidence that cost-shifting
leads to undesirable health and cost consequences and,

Early data on VBBDs have shown that if
implemented properly, they can be successful;
however, they require an upfront investment
that many employers may not be able to
afford in the current economy.
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more important, has largely failed to slow healthcare
cost growth, employers and insurers continue to rely on
this method as their primary cost-containment strategy.
Our current healthcare system has not met its funda-
mental goal of good health for most Americans. Rates
of diabetes, hypertension, stroke, heart disease, pul-
monary conditions, and mental illness are all on the
rise42—pointing to a broken system.

Conclusion
As we move forward, a new solution must be imple-

mented, one in which we move away from antiquated
thinking on how health insurance should be imple-
mented. A restructuring of our system, in which health-
care providers are paid for preventing poor health rather
than being paid for each episode of care, is fundamental
to moving past the failing cycle of cost-shifting to pa-
tients, increasing healthcare costs, and continuing the
poor health of Americans. The system needs to be rea-
ligned so that all stakeholders are invested in improving
health rather than in treating the sick. VBBDs are a step
in the right direction, but without support from health
insurers and the government, this innovation is likely to
remain out of reach of most employers. �
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EMPLOYERS: This follow-up article provides
additional information about the negative effects of
increasing the cost-share to employees. The stated
impact of increased cost-share is that many will
forego necessary treatments or medications, deciding
that the extra cost cannot be managed without an
increased salary offset.

The cost of insurance is rising primarily because of
the less-than-optimal use of current medical and
pharmaceutical technologies and the rise in new tech-
nologies that are substantially more expensive than
older ones. This put employers in a very uncomfort-
able predicament, because the costs increases they are
facing have had little effect on driving better health
outcomes or on decreasing the overall cost of employ-
ees’ long-term health expenditures.

The immediate thought would be to find a way to
hold cost-share at or below the current level to
obtain optimal outcomes, but as the authors also
state, this is not the case. Even when employers have
been able to absorb increases in health costs, allow-
ing employees to continue to receive proper care,
outcomes have not improved beyond what has been,
for the most part, measured historically.

Not surprisingly, some of the blame lies in the
lack of concern exhibited by patients for following
recommendations such as lifestyle changes in diet

and exercise that, when adhered to with other treat-
ment regimens, result in improved outcomes. In
addition, patients do not have the knowledge to
make the best decisions about their care or know
their potentially least expensive options. Therefore,
assuming that consumer-directed health plans will
deliver value is not logical.

Until all constituents, including patients, have a
vested interest in the value chain, employers will
need to mitigate the effects of cost increases they
face by passing some of them on to employees. Just
the increase in costs that will be driven by the cur-
rent pharmaceutical pipeline will be significantly
more than employers could pay for without relief
either from government or from patients paying for
more to access those therapies.

Employers are pursuing many methods to drive
optimal health outcomes for employees, while also
trying to keep employee cost-share at affordable lev-
els. It is apparent that it will take a greater level of
involvement by all stakeholders to find a solution
that will result in positive, long-term health out-
comes that are driven by good, affordable options.
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